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EVALUATION OF EXISTING ISSUANCE SYSTEMS IN THE FOOD STAMP PROGRAM
Executive Summary

Results from a study of 30 food stamp project areas with effective issuance systems
indicate that systematic implementation of a basic set of control techniques can
minimize vulnerability to benefit losses without disproportionately increasing
administrative costs. Further, this study concludes that a nationwide reduction in
benefit losses, equal to approximately $30 million per year, can be achieved through
improved food stamp issuance practices. '

The study, sponsored by the Food and Nutrition Service (FNS) of the United States
Department of Agriculture (USDA), had two primary objectives: (1) to identify and
compare the operational and program settings characteristic of effective issuance
systems; and (2) to provide benchmarks against which the administrative costs and
benefit losses of existing issuance systems can be compared.

-
Design of food stamp issuance systems and the selection of control techniques have,
historically, been left to the discretion of State and local Food Stamp Program (FSP)
agencies. Using benchmarks developed in this study, State and project area
administrators can determine whether their issuance systems are performing as well as
systems identified as exemplary. If their systems do not compare favorably, the study
results provide information that will assist administators in deciding whether to add
specific controls to existing operations or to shift to a different type of issuance
system. At the same time, study results will be useful to FNS officials in developing
issuance policies and regulations that encourage more effective control strategies.



1. 30 LOCAL SITES WERE CHOSEN TO REPRESENT FIVE ISSUANCE SYSTEM
TYPES

The study examined the five basic types of issuance systems used in the Food Stamp
Program:

o  Authorization to Participate (ATP) - In ATP systems, authorization cards are
mailed directly to clients every month. Each client must present a valid ATP
card and an identification card to a local coupon delivery agent in order to
receive his/her benefit allotment.

o Direchelivery - In Direct Delivery systems, monthly authorizations (usually
ATP cards) are sent to a local coupon delivery agent. As in other over-the-
counter issuance systems, clients must present an identification card and sign
the authorization document to get their benefits.

o On-Line - On-line systems involve computerized authorization and
verification. A monthly update to the central computef constitutes
authorization. Clients present identification cards to a delivery agent who
verifies authorization by éhecking the central computer file. After clients
sign a register acknowledging food stamp receipt, the issuance transaction is
recorded immediately on the automated master file.

o Direct Mail - Coupons are mailed directly to recipients in this system. Each
month a data management unit prepares a list of households authorized to
receive benefits by mail. Except in special circumstances when certified or
registered mail is used, neither the client's signature nor identification is

required.

o0  Household Issuance Record (HIR) - This is a manual approach to food stamp
issuance. The authorizing document, an HIR card, provides a continuous
record of all issuance transactions for an individual household through the
entire period of the household's eligibility. Clients must present
identification and sign the HIR card for each issuance,



A majority of food stamp project areas use a combination of systems - typically, direct
mail as a secondary method to support one of the other four system types.

Data were collected for 30 local project areas judged to have exemplary issuance
systems. Staff from Food and Nutrition Service headquarters and regional offices
selected the study sites based on each project area's ability to promote issuance system
integrity. By focusing on project areas with effective issuance systems, an inventory of
"good practices" was developed for all five issuance system types. :

The general approach to describing a project area's issuance system was to track both the
flow of authorization information and the physical movement of coupons. This allows a
detailed examination of points in the information and coupon'ﬂow that are vulnerable to
benefit loss. The potential for loss occurs at points where information is transcribed or
communicated from one person to another. Each potential vulnerability point was
examined to determine what control techniques, if any, have been implemented by these
project areas to avoid or reduce benefit losses. .

Concurrently, the administrative costs and benefit losses associated with each pfoject
area's issuance system were determined. Benefit loss data were abstracted from routine
reports to FNS between April, 1982 and March, 1983. This information was then
augmented and validated through on-site interviews with FSP staff and an examination of
source documents. While the primary focus was on the total administrative cost of
issuance, a detailed cost analysis was carried out to ensure that project area totals are
made up of comparable cost elements.

2. IMPLEMENTATION OF A SET OF EFFECTIVE ISSUANCE PRACTICES APPEARS
TO REDUCE BENEFIT LOSSES WITHIN EACH SYSTEM TYPE

The table below compares the benefit loss in study sites to national data for the period
April, 1982 through March, 1983. These figures show that for each issuance system type,
study sites reported losses lower than the comparable national average. The control
practxoes associated with lower issuance loss are summarized in the following

paragraphs.



LOSS COMPARISONS BETWEEN GOOD PRACTICE SITES AND THE
NATIONAL FOOD STAMP PROGRAM
April, 1982 - March,1983

Loss Performance Measures

Primary Number of Inventory Loss ATP Loss Mail Loss
System Type - Study Sites- per Household per Transaction per Issuance

ATP : 10 $.01 . $.13 $.24%
Dir. Delivery 4 .03 .11 J22%
On-line 5 .02 N/R 30
Direct Malil 8 < .01 N/A .61
HIR 3 < .01 N/A 34w
National Average $.05 $.43 $.75

* Mail used as a secondary method of benefit delivery
N/R Unmatched authorizations are not routinely reported in On-line systems
N/A Not applicable to system type .

Inventory loss, which is caused by cashier errors during benefit delivery and thefts from
coupon supplies, has been minimized by good practice sites through (1) strict adherence
to FNS regulations concerning the receipt, transfer and disbursement of food coupons; (2)
installation of a variety of security devices and procedures; and (3) implementation of
redundant cashier practices and staggered delivery.

It is evident from the data above that there is little variation in inventory loss across
system types. Furthermore, all system types, as represented by the study sites, control
inventory loss through a common set of practices. These controls and their use by
issuance system type are detailed in Exhibit A.

Issuance loss in ATP systems can also occur as a result of duplicate participation by an
authorized client, negotiation of a valid ATP card by an unauthorized individual, or less
frequently, transaction of an invalid ATP card. Procedures used routinely by effective
ATP systems include: (1) timely processing of household eligibility data; (2) verification



EXHIBIT A

GUIDE TO ISSUANCE CONTROLS BY SYSTEM TYPE
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EXHIBIT A
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of eligibilify data through a variety of computerized edits; and (3) vigorous verification
of a client's identity at the coupon delivery point. Additional control techniques have
been implemented by some ATP study sites, and these are described in Exhibit A.

In direct delivery systems, issuance loss (other than an inventory shortage) is typically
tied to manual ATP replacements. When replacements are prepared manually, errors are
more likely to occur. Discrepancies between ATP cards and the authorization file show
up initially as loss. The benefit loss associated with these errors may or may not be |
recovered, and in every case the recovery efforts will involve some administrative
expense. Computer generation of both original and replacement ATP cards minimizes
this kind of error and the associated costs.

Direct mail loss is controlled by securing coupon delivery to both the postal service and
clients. Among good practice sites, this usually involves: (1) the use of pre-sorted and
sealed first class mail for routine delivery; (2) analysis of mail loss and returns; and (3)
limiting replacement delivery to over-the counter transfer. In project areas that use
direct mail as a secondary method of delivery, losses are smaller because these sites mail
selectively to lower-risk households. Controls used by effective primary and secondary
mail issuance systéms are elaborated in Exhibit A.

On-line issuance loss is typically confined to unauthorized issuance during computer
downtime, or in some places, a lost or stolen transaction card that's used to get benefits
before a hold is placed on the on-line authorization file. The most effective controls for
these vulnerabilities include restrictions on benefit delivery during computer downtime
and the use of photo identification. A more complete list of controls used by on-line
study sites is included in Exhibit A.

The largest potential for loss in an HIR system is related to manual information
processing. Such procedures are relatively slow and inaccurate. Effective HIR systems
have improved system timeliness by monitoring and enforcing deadlines, such as
turnaround time for notification data processing and cutoff dates for file updating.
Accuracy is promoted by duplicating functions that are most vulnerable to human error,
such as calculating benefit amounts, posting notification data on HIR cards and
converting allotment values to coupon book combinations. The control techniques used
by effective HIR systems are elaborated in Exhibit A.



3. HIR, DIRECT DELIVERY, AND ON-LINE SYSTEMS HAVE INHERENT
ADVANTAGES

Major vulnerabilities to loss occur when ATP cards or coupons are mailed to recipients.
These are eliminated in systems which keep authorization documents at issuance points
and deliver coupons to recipients in person. Although there are no routinely reported
data on discrepancies between benefits authorized and delivered in the three system
types with both characteristics — HIR, direct delivery and on-line — each provides
greater physical control over author‘ization documents and coupons.

HIR systems use a permanent authorization and issuance record document that is kept in
the local FSP office and thus is not exposed to external loss. Because recipients must
come to a central office, however, this system type is most suitable in project areas that
have relatively small client populations and are geographically compact. This reduces
the risk of fraud even further in that issuance workers are likely to know and recognize
recipients on an individual basis.

Direct delivery systems transfer monthly authorization documents to issuance locations
rather than to individual clients' home addresses. This facilitates much tighter physical
security in the authorization and transfer processes. The limited data that are available
indicate that direct delivery systems control loss due to unauthorized issuance more
effectively than ATP or direct mail systems. '

On-line systems eliminate the use of paper authorization documents altogether.
Concomitantly, this eliminates the risk of losing paper documents, limits the opportunity
to alter authorization records fraudulently, and facilitates rapid updating of the
authorization file. Issuance loss associated with unauthorized participation is $.02 per
household in the one on-line study site reporting during the project period. This is
significantly less than unit losses for ATP and direct mail systems.

4. DIFFERENCES IN THE ADMINISTRATIVE COST OF ISSUANCE OPERATION
* ACROSS SYSTEM TYPES ARE NOT STATISTICALLY SIGNIFICANT

The administrative costs of issuance are defined to include: (1) salaries and fringe
benefits of FSP staff responsible for issuance activities: (2) automated data processing
costs associated with the FSP master file; (3) fees paid to contract issuance agents; and



(4) miscellaneous direct costs, such as, postage, transportation, and security. In the table
below, average administrative costs for issuance in the good practice sites are presented
by primary system type and overall.

ADMINISTRATIVE COSTS OF ISSUANCE FOR GOOD PRACTICE SITES
April, 1982 - March, 1983

Primary Number of Administrative Cost

System Type Study Sites per Household
ATP 10 $1.70
Direct Delivery 4 1.49
On-line 5 191
Direct Mail ] 1.64
HIR 3 1.66
Overall Weighted i 30 . $1.63
Average '

Many observers of the FSP have the impression that direct mail systems are relatively
low cost operations because they use less direct labor and computer support. Detailed
analysis of effective direct malil sites indicates, however, that their labor and computer
support requirements are not substantially lower than those of the other system types
and that the small savings that may be realized in those components are offset by higher
postage. Thus, the total administrative costs of direct mail study sites are not
significantly different from the overall average.

Direct delivery project areas have the lowest administrative costs among the 30 study
sites. The absence of postage costs for ATP delivery to clients accounts for some of this
difference. However, the small number of direct delivery sites and the variability among
them limit the validity of this estimate.

On-line project areas have the highest administrative costs. ADP operating costs appear
to be a substantial factor. As with direct delivery sites, however, the usefulness of this
estimate for making national projections is limited. High administrative costs for on-line



issuance may be attributed as much to the idiosyncratic conditions of the on-line study
sites as to inherently greater resource requirements.

5. THERE ARE SEVERAL OPTIONS FOR IMPROVING FOOD STAMP ISSUANCE

Direct delivery and on-line systems have the capacity to perform well in a variety of
settings. Adoption of either approach should be considered where a State or local FSP
agency has the resources necessary for conversion. The requirements for implementing
an on-line system are particularly sensitive to the existing computer environment. In
highly automated situations, the incremental resources that are required may not be
large, but in a relatively unsophisticated environment, start-up costs may be prohibitive.

When conversion to a direct delivery or on-line system is not feasible, adoption of
practices described earlier may yield measurable improvements in ATP and direct mail
systems. Exhibit A provides a guide to the frequency with which various controls are
used in each system type. Those strategies used across types have not only the broadest
applicability, but the most promise for success. Similarly, within any one system
category the more frequently a control is used, the more likely it is to be a pre-requisite
for effective issuance. .

It is important to realize that implementation of a new control does not guarantee a
reduction in issuance loss for a specific project area. The effectiveness of any control
strategy will depend on the environment in which it-is implemented and some local fine
tuning. The final report provides detail on how and where each control is practiced
through a comparative analysis of system types (Volume I) and a set of individual case
studies (Volume II).

6. = THE POTENTIAL FOR REDUCING ISSUANCE LOSS IS SUBSTANTIAL

Although it is not possible to project the maximum savings that might be realized
through system improvements in all project areas, a rough estimate can be made. That
estimate is based on the dollar value of benefits saved if the average inventory, ATP, and
mail losses of all project areas were reduced to the level of "good performers” observed
in this study. The potential national savings is on the order of $30 million per year.
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I. INTRODUCTION

1. BACKGROUND AND LEGISLATIVE CIRCUMSTANCES RELATED TO
THIS STUDY

The Food Stamp Program (FSP) has been a focus of both Congressicnal and
Departmental efforts to address the Administration's overall goals of increasing
operational efficiency and eliminating waste, fraud, and abuse in public
programs. To this end, the US. Department of Agriculture (USDA) has increased
attention to the administrative costs and wvulnerabilities associated with the
physical issuance of food stamp coupons.

This report presents findings of a study of existing issuance systems in the Food
Stamp Program, sponsored by the Food and Nutrition Service (FNS) of the USDA.
The two primary objectives of the study are:

° To identify and compare the operational procedures and program set—
tings characteristic of effective issuance systems

‘N To provide benchmerks against which the administrative costs and
benefit lasses of existing issuance systems can be compared

The issuance process is described first to provide the programmatic context for
this study. Subsequent sections discuss administrative costs and benefit losses

associated with xssuance, and the relationship between this study and other efforts
to improve food stamp issuance.

(1)  The Issuance Process And Issuance System Types

Issuance is the process by which FSP benefits are delivered to households
certified to be eligible for those benefits. Specifically, issuance includes a
set of activities that begin after certification that a household is eligible for
a specified dollar amount of food stamps and continues through the actual
delivery of the food stamps to a legitimate representative of the household.
The four major activities of food stamp issuance are:

° Notification from eligibility workers to the Data Management
Unit that a household is eligible to perticipate in the FSP.
Depending on project area practice, this step requires that
eligibility workers either (1) manually calculate the household's
benefit allotment, or (2) provide budget data for use in com-
puter generation of the household's benefit allotment. Delays
in processing notification data or errors in a household's allot-
ment level may result in an unauthorized issuance which is
subsequently reported &s an issuance loss.

° Authorization from the Data Management Unit to the Delivery
Unit to deliver the specified dollar amount of food stamps to
the household's representative (the client)



Verification of client identity by the Delivery Unit staff mem-
ber at the point of benefit transfer '

Transfer of benefits from the Delivery Unit to the client

Supporting these activities are two auxiliary issuance activities:

Inventory maintenance of coupons and controlled issuance
documents (e.g., food stamp authorization forms)

Reconciliation of (1) actual issuance (ecoupon inventory) to
documented issuance (e.g. ATP card), and (2) documented issu~
ance to authorized issuance (FSP master file)

These activities are currently carried out through several types of issuance
systems. In 12 States the choice of system type is made at the project area
level (typically equivalent to a county decision), while in most others it is
made at the State administrative level. Even under State administration,
isssance methods may vary considerably among counties and sometimes
within counties. Five major types of issuance systems may be distinguished
on the basis of differences in performing the activities described above.

Authorization-To-Participate (ATP)—In ATP systems, author—
izing documents (ATP cards) are generated each month, usually

by computer but sometimes meanually, and are mailed directly
to clients. Each client then presents both the ATP card and an

identification card to a Delivery Unit in the project area. The

Delivery Unit is usually not a Food Stamp Office but rather a

benk, post office, or other organization contracted to perform

this activity. After the identification card is checked, the

client signs the ATP card and exchanges it for food stamps.

Direct Delivery—In Direct Delivery systems, monthly authori-
zations (usually ATPs) are prepared end sent to a Delivery
Unit, which may be the FSP Office or a contractor's office. As
in other over-the-counter system types, clients must present
an identification card and sign the authorization document.

On-Line—On-Line issuance systems are computerized systems
in which clients present identification cards to the Delivery
Unit, and the Delivery Unit staff verifies authorization by
checking a central computer file. Monthly updating of the
central computer file constitutes authorization. After clients
sign a register acknowledging food stamp receipt, the issuance
transaction is recorded immediately in the computerized food
stamp master file.

Direct Mail—In Direct Mail systems, food stamps are mailed
directly to the client. Each month, the Data Management Unit
prepares a list of households authorized to receive food stamp
benefits by mail. This list serves as the authorizing docu-
ment. In most cases, neither the client's signature nor identifi-
cation is required to receive the food stamps. In some cases

-2






